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A. Background and Purpose

The purpose of this memorandum is to summarizéitkdengs from HSPC'’s analysis of
the initial set of ECE financing policy options sgeed for consideration by the
Mississippi ECE Financing Project Team pursuamuoagreements with the
Mississippi Department of Human Services and th&®#kale Reading Institute. The
intent of this effort is to explore a variety oftams regarding the policies that would be
required to develop a system of high quality E&@#re and Education that is financially
accessible to all of Mississippi’s children agetlbio five. A basic premise of the effort
is that policies and costs must be considered hegetWe have therefore produced a set
of analyses that take all the different policy op8 specified by the MS team and used
our simulation models to analyze the cost and ingpafcvarious policy scenarios
combining the potential hourly costs of high qualCE with alternative financing
mechanisms to assist families to afford those costs

These are options under consideration, not recordatiems. After reviewing this
analysis, the Mississippi Team may well change nwriiie policy specifications and
has the opportunity to ask HSPC to produce a seaant analysis of modified or
refined options. The data should be considerelhpreary, since they have not been
reviewed by the MS Team and may be modified ifitamithl information is obtained.

There was an extensive process for developing thelszy options. A large group
representing diverse ECE constituencies and palgikncies met to hear presentations
about the expectations for the Mississippi ECEHramag project, and preliminary
findings from by theéJniversal Financing of ECE for America’s Childremdject
conducted in other states under the direction oh&id N. Brandon and Sharon Lynn
Kagan. The Task Force immediately began to wiorugh a protocol that specified a
variety of options for the Task Force to considéhe MS Team then broke into several
working groups to consider the policy options itadle The entire Task Force then
considered the options presented by the varioukimggroups, and reached consensus
on the initial set of options to be considerede HEPC team modified its computer
programming to reflect the set of options specifigdhe MS Team.

Some ground rules agreed to by the members of & & m were that the group would
attempt to think outside the box of current pobcand constraints to design a long-term
plan to improve the quality and affordability of EGor all MS children, and that they
would maintain confidentiality regarding all anak/and information generated by HSPC
and by the MS Team until a final report is issued.

We appreciate the effort that the Mississippi Tdw® invested in working through these
specifications, and in providing administrativealah budgets and subsidies that have
allowed us to calibrate our models. Dr. Cathy @raicthe University of Mississippi
coordinated the MS Team and served as liaisorljtéditig communication between the
HSPC team and the state team and agencies. Wuljsacknowledge her gracious
and effective performance. State officials hawe &elpfully provided us with state
administrative data regarding the current childecarbsidy system.
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We have applied our models to MS by using a telaplsurvey of 876 randomly
selected, representative Mississippi households efiidren under age 5. Of these, we
use the 809 households with children age birtliv@dnd not in school for our modeling
efforts. The survey was designed by HSPC, addptedS in consultation with the
project liaison (Cathy Grace), and was sponsoreithdS Department of Human
Services and the Barksdale Reading Institute. mps® data from the survey are
included in companion documentslighlights of Mississippi Childcare Surveyduman
Services Policy Center, July 27, 2003).

The consultation and analysis on which this meniuanare based was supported solely
by funding from MS Department of Human Services #redBarksdale Reading Institute.
The computer models and analytic methods useceianhlysis were developed by

HSPC prior to this project and remain the copyrghproperty of HSPC.
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B. Hourly Costs of high quality ECE
1. Moving the Market Toward High Quality

A central proposition in our analysis is that heggrality ECE requires sufficient
compensation to recruit and retain qualified st#fso central to our approach is a
recognition that parents will choose among diff¢sacttors of ECE (centers and
preschools, kindergarten programs, Head Start, liya@hild Care (FCC) and Family,
Friend and Neighbor (FFN) care) for many reasond,that achieving quality means
making appropriate investments in each sectoalsti implies taking into account the
potential impacts of a mixture of guidelines, regaty requirements and financial
incentives on the ability and willingness of prastigl to implement the changes required
to achieve high quality ECE. The MS Team'’s speatfons regarding the policies
affecting the hourly cost of ECE — staff qualificets and compensation, child:adult
ratios, professional development, regulation, goaece and administration -- are
summarized here. The project asked the MS teaarisider two different scenarios for
high quality — a “minimum adequate” level of quglchievable in about five years, and
an “ideal” level achievable in about 15 years.this section we report findings about
both of those scenarios.

The MS team specified various policies to best rtteeheeds of children in the
following three age groups:

Infants 0-11 months
Toddlers 12-35 months
Pre-schoolers 36-60 months

Staff qualifications

Both nationally recognized experts and the Misp@sTeam believe that the starting
point for high quality ECE is well qualified staind that recruiting and retaining such
staff requires better compensation than is cuilydatind in the world of child care. It
was determined that effective staffing could bevted by a mixture of staff with
BA/BS, AA and high school degrees that varies by afgchild.

» Centers Under both the Minimum Adequate and scenariopyath5% of center
staff (including directors) would be at the BA/B&/¢él for infants, 26% for
toddlers and 58% for preschoolers. In the ideahado, the percent at BA/BS
level or above would be 40% for infants, 50% fatdiers and 53% for
preschoolers. This would be a substantial chargge €urrent situation, where
national data indicate that less than one in tbhester teachers has a BA or BS
degree or higher.

 FCC. Atthe Minimum Adequate level, about one in se{E5%) FCC providers
would have BA/BS level degrees, 15% would have AnaAd 60% a high school
diploma. At the Ideal level, this would increase€20% with a BA or BS, 40%
with an AA and 40% with a high school degree.

Pol-memo-MSrnd1 4 10-14-03



Confidential, Do Not Circulate

On-going professional development would be fadéidaby providing an annual
allotment for professional development activitieatt would be available to allow staff to
reach higher qualifications and compensation aveg.t It is intended to give staff great
flexibility concerning how they spend their allotmgincluding selecting one or more
courses at more or less expensive institutions eelect alternative forms of
professional training. The allotment for tuitionaiternatives would be $900 in the
Minimum Adequate, $1,500 in the Ideal scenarios @600 for supplemental expenses.
These expenses would be paid for in full on bebidil ECE staff, regardless of
position, salary or income level. The total alletmts thus add up to $1,400 and $2,000
per staff member in the two scenarios. In addjttbea MS team specified that
institutional subsidies should be included to supfie institutions providing the training
and cover the full costs of such services. Theyeekthat on average, staff will take
about two courses per year, and the total insbitiali subsidy allotment should be $1,200
(Minimum Adequate) or $1,800 (Ideal) to provide tmairses. Release time is factored
into the cost analysis to facilitate on-going pssienal development, at the rate of 45
hours per staff per year in the Minimum Adequatnseio, 90 hours in the Ideal.

Staff Compensation

The MS Team reviewed recommendations by natiomattggnized experts and
recommended a mix of staff at different levels oélification in each setting and for
children of each age group. The team also recordaetka level of compensation for
starting ECE teachers with a BA/BS degree equtiddbcurrently paid to starting
elementary school teachers in Mississippi. Teachh lower qualifications would be
paid commensurately less.

» StartingECE teachers with a BA/BS level degree would rexabout $15.44 per
hour. An assistant teacher with an AA degree watddt at $11.52 an hour. In
the Minimum Adequate scenario, theeragesalary across all staff would be
about $12.80 — 16.48 per hour, depending on thefthe child. In the Ideal
scenario, salaries would average $14.80 — 16.4Rqer The average salary
estimates reflect an adjustment for the expecteengnce for staff at different
levels of education and responsibility, since sataare specified to increase by 2-
3 percent (above inflation) for each year of exgrece.

» Benefits(health insurance, retirement, paid leave, FICAuld be at 20% of
salaries for all staff, consistent with currentghi@e for MS public school
teachers.

* For FCC providersthe average salary levels upon which paymens rateild be
based are $11.78-13.63 per hour, depending orcémago. This average
compensation rate reflects a policy of paying FC&lers at the same rate as
center teachers with the same qualifications apeance, but not requiring as
many FCC as center staff to have BA/BS level degrddne average salary
figures reflect an adjustment for estimated avesages of experience.
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The MS Team recommended an equivalence in compendatween center staff and
FCC providers of comparable qualifications. Howewtamust be recognized that while
center staff are paid a set salary, FCC provider&atrepreneurs whose total
compensation is affected by the number of childhety care for. The rate paid to FCC
providers is therefore quite sensitive to the assiohild:adult ratio necessary to obtain
compensation commensurate with that of a centehé&raof similar qualifications. In our
survey, parents reported that licensed FCC prosioteMS currently serve an average of
about 4.3 children age B-5 per adult at any one.tilfter examining data on current
parent-reported FCC ratios and considering the watpresented on the potential
relationship between center and FCC costs, the Btnldecided to set licensed FCC
rates based upon an assumption of 5 children pgtriadhe Minimum Adequate, 4
children per adult in the Ideal scenario. TheaBos recognize that with greater
qualifications, providers may be able to nurtureenchildren. Lower assumed ratios
could result in FCC rates that are higher thant€&eamates, which would be a significant
change in policy. License exempt care includeslfariniends and neighbors, who tend
to have much lower child:adult ratios. Howeveg MS Team policy specifications
exclude payments to license-exempt providers.

Child:adult ratios

Our approach to specifying staff mix and child:adatios, as operationalized in the
Protocol, is to design staffing patterns per 10@okn of each age group, in each type of
care setting. The MS Team therefore specified hmany staff in different positions
would be caring for 100 children of various agesenter type care and licensed family
child care. From these suggested staffing patterashave derived the average child-to-
adult ratios reported in Table 1 below, and comghéinem to the average ratios reported
by parents in the household survey. It shoulddiedhthat the newly specified ratios are
average ratios to be achieved across many chilghrdrproviders. Both Minimum
Adequate and Ideal specifications would represesigrficant reduction in current
center ratios as reported by MS parents. Averatyesrfor family child care would be
the same (Ideal scenario) or slightly higher (MinimAdequate), reflecting a judgment
that FCC providers with improved skills and quaktions would be able to provide
higher quality care to more children.

The maximum allowable ratios to be used for liceggurposes would be somewhat
higher than these averages, since they would lteeedompass all acceptable providers,
some of whose ratios would be lower or higher tienaverage. At a later stage, the MS
team should consider what would be maximum alloeaailios under minimum

adequate and ideal scenarios that would be feasiladbtain and consistent with
achieving the desired average ratios.

There are two ways to look at center ratios. Festing purposes, we must include all
staff including directors and others who are natmally in the room caring for the child.
However, in order to get a sense of the child’seergmce, we want to focus on just the
adults who in a room with the child at any givendi excluding directors from the
child:adult ratios. We present these two pictungsbles 1a and 1b below.
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Table 1la: Average Child:Adult Ratios in Missigsienters
(Includesdirectors)

Current Average | Minimum Ideal
per Parent Adequate
Survey*

Center Type Care
Infants (0-11 months) NA 3.9 2.8
Toddlers (12 — 35 months) NA 6.5 4.6
PreSchoolers (36- 60 mos.) NA 8.3 54
FCC NA 5 4

* Adjusted to reflect parent tendency to under-répatios for center care; parent reports
of family child care ratios tend to be consisterthwrovider reports.

Table 1b: Average Child:Adult Ratios in Missigsienters

(Excludedirectors)

Current Average | Minimum Ideal
per Parent Adequate
Survey*

Center Type Care
Infants (0-11 months) 5.0 4.2 3.0
Toddlers (12 — 35 months) 7.7 7.5 5.0
PreSchoolers (36- 60 mos.) 8.8 9.9 6.0
FCC 4.3 5 4

* Adjusted to reflect parent tendency to under-repatios for center care; parent reports of
family child care ratios tend to be consistent vgthvider reports
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Hourly Cost Estimates

Based on the specific staff mix, ratios, compensatind other policies specified by the
Mississippi Team, we estimated the hourly costsigii quality ECE for center-type and
FCC care, for children of each age group. Theselaown below in Table 2. The MS
team decided to not include payments to licensedh@x providers, such as family,
friends or neighbors, in the potential financingegach.

Table 2:
Estimated Hourly Costs of High Quality ECE for Misgssippi
Minimum Adequate and Ideal Scenarios

Minimum Adequate

Center FCC
Infants (0-11 months) 5.30 3.74
Toddlers (12 — 35 months) 3.57 3.74
PreSchoolers (36- 60 months, if not in school) 3.49 3.74
Ideal

Center FCC
Infants (0-11 months) 8.16 5.38
Toddlers (12 — 35 months) 5.77 5.38
PreSchoolers (36- 60 months, if not in school) 5.16 5.38

These estimated hourly costs of high quality ECElwa compared to current Mississippi
subsidy reimbursement rates for low income childréfe show these for each age group
and for center care vs. family child care, in Tableelow.

Table 3
Current (2002) Mississippi Maximum Allowable Reimbusement Rates for
Subsidies
Licensed
Centers/Group Family Child Care
Child Care Homes  Homes/ In-Home
Care
Infants (0-12 months)* 1.90 1.10
Toddlers (13 — 36 months)* 1.83 1.05
PreSchoolers (37- 60 months)* 1.75 1.00

* Note that the age groups for current reimbursemates are slightly different from the age
groups specified by the MS team for the policy scirs.

Pol-memo-MSrnd1 8 10-14-03



Confidential, Do Not Circulate

Another useful metric to gauge the level of thenested hourly costs of high quality

ECE is to compare them to the hourly rates chargegbper middle income parents.
Rates at the #5percentile level should reflect the rates chatgeatiddle and upper-
middle income parents who are not currently eligifolr subsidies. MS reimbursement
rates are very close to"%ercentile, as determined by MS market rate survey
Comparing High Quality costs to the®7percentile rates therefore indicates the scope of
increases for both state payments and upper-middbene families.

* In the Minimum Adequate scenario, center costs dbel 2-3 times as high as
current rates; in the Ideal scenario, center cgstdd be about 3-4 times as high as
current rates.

* For FCC, costs would be 3-4 times as high as curages at the Minimum Adequate
level, and about 5 times as high at the Ideal level

Since the high quality costs we estimate exceedatas charged to middle and upper
middle income families by a substantial amoung likely that to make a high quality
system of ECE feasible, it will be necessary tovle at least partial assistance to help
most families afford the higher costs. We will exae the affordability of high quality
ECE for families of different income groups in gelasection of this memo.

It should be noted that current reimbursenratésor parent fees may be lower than the
actualcostof care, due to hidden subsidies, such as freeorasther contributions,
volunteer time, or to the implicit subsidy resudfiftom low compensation of staff. Our
estimatedcostsof high quality ECE reflect all estimated costdl assume that any
subsidies will be made explicit.

2. Components of the Cost of High Quality ECE

Our model builds up the total cost of high qual$E from the bottom up, including

both personnel and non-personnel costs to thetgiregider. We also include systems
level costs for promoting and assuring qualityhese include professional development,
regulation, governance and administration. Thepensonnel costs include such items
as insurance, supplies, equipment and ongoing rent.

In Tables 5A and 5B we show these components fitleceare, as a percent of total
hourly costs for the relevant age group (the dallad-cents amounts are shown in
Appendix A). Table 5A reflects the Minimum Adegeatcenario, 5B the Ideal. The
overall pattern does not vary substantially betwbertwo scenarios.
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Table 5A. Cost Components of High Quality Center Cae for Mississippi
Minimum Adequate Scenario

Compensation | Non- Regulation | Professional | Governance,
personnel* Development | administration
Infants 75% 15% <1% 8% 2%
Toddlers 68% 22% <1% 7% 2%
Pre- 69% 23% <1% 6% 2%
schoolers

Table 5B. Cost Components of High Quality Center Qa for Mississippi
| deal Scenario

Compensation | Non- Regulation | Professional | Governance,
personnel* Development | administration
Infants 7% 10% <1% 11% 2%
Toddlers 73% 14% <1% 10% 3%
Pre- 72% 15% <1% 10% 3%
schoolers

* Non-personnel costs include rent/mortgage, insge equipment, supplies
and materials, telephone, maintenance.

These figures show that the bulk of the cost (6%)i& for compensation; these
shares are slightly higher for the Ideal scenaviach has lower ratios and thus more
staff. About 57-65 percent of center costs aresédaries; about 11-12% is for
benefits.

The quality promotion and assurance componentsggsmnal development,
regulation, governance and administration) acctumabout 11 percent of the total
hourly center costs in the Minimum Adequate scenaibout 14 percent in the
Ideal.

Non-personnel costs are about 20 percent of tlaéitothe Minimum Adequate
scenario, 10-15% in the Ideal. These costs doanyt but as the staffing and
professional development allotments are increasédei Ideal scenario, the relative
share for non-personnel decreases. It should tael tioat non-personnel costs
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include ongoing costs of rent or mortgage paymdnitisdo not include upgrading of
facilities.

Our modeling assumes that professional developmegi)ation and governance and
administration costs will be built into per-chilees, and recaptured if necessary to
support certain functions. For example, all prev&dcould be charged a licensing fee,
which would pay for the estimated costs of regalatgovernance and administration.
Funds for professional development could eithesgmnt by the provider on behalf of
their staff, or contributed to a pooled professlatevelopment fund that would pay the
cost of both teacher charges and institutionalscoBtinding pools for regulation and
governance, and for professional development, cbeldombined for ease of
administration. Deciding whether to include thessts and if so, how to recapture them,
is a design issue remaining for the Mississippiriiea

These costs do not include the potential adminig&aost increases required to operate

a more extensive subsidy system, since the systeshlme fully designed before such

costs can be estimated.

* Inthe budget estimates presented later in this aéns assumed that the current
ratio of benefits to administrative costs is maimd as benefits are expanded.

3. The Relationship Between FCC and Center Rates

Since we know that parents’ choice of type of ¢augensitive to prices, it is important to
examine what these recommended hourly costs inoplthe ratio of center to FCC
prices. Table 6 compares this relationship atecurand estimated high quality levels.

Table 6 shows that in the overall Mississippi markad current state reimbursement
rates, Family Child Care is less expensive thatecarare, costing about 58 percent as
much Center care. We estimate that the highitguaanter and FCC costs under the
policies specified would change this relationshipstantially. For infants, FCC costs
would increase to 66-71% of center costs. Forlevddand preschoolers, FCC would
equal or slightly exceed center costs. Thatampared to the current situation of center
costs substantially exceeding FCC, family childeocapuld cost about the same as
centers for all children but infants. If parentsorare not eligible to have most of their
costs subsidized continue to choose Family ChilseCtey would have to pay greatly
increased costs. Reducing the cost differentiabéen FCC and Centers might also
induce some parents to shift from FCC to centeg.c&uch shifts as a function of
relative price changes are accounted for in ouretiogl.

The Mississippi Team may wish to consider thesatiked rates and the incentives they

imply when it considers whether to adjust thesécgapecifications in the second round
of analysis. For example, lowering FCC rates tepkihem close to 60 percent of center
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rates would yield higher percentages of childreRQC care at lower prices, and

somewhat reduce the total cost of the various paltions. However, the Mississippi
Team may prefer an incentive to use more centex-tgpe and thus prefer to keep the

relationship between FCC and center rates currgptgified in the two high quality

scenarios.

Table 6. The Ratio of FCC to Center Rates,

Estimated Costs of Mississippi Current and High Quéty ECE

Hourly Costs of Current

High Quality ECE Mississippi

Market and

Minimum Reimbursement

Adequate Ideal Rates
Infant 71% 66% 58%
Toddler 105% 93% 57%
Preschooler 107% 104% 57%

Pol-memo-MSrnd1
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C. State Budget Costs of Assisting Parents to Affd High Quality ECE

The estimated hourly costs of high quality ECE enésd in the previous section are
sufficiently high that they would make it unaffolda for families up through middle and
upper-middle income ranges unless they receivadtasse. For example, under the 5-
year Minimum Adequate scenario, if a toddler wereenter care all year for 35 hours a
week, the total cost would be about $6,500 per;y#e ideal scenario would cost
$10,500. These amounts, for a single child, waoldstitute about one quarter or one
half of take-home pay for a Mississippi middle immfamily earning $30,000 a year. A
large share of families with children under agea@ehmore than one young child, so the
actual costs of ECE as a percent of income coulsvbeor three times as much.
Achieving access to high quality ECE for middleane children will therefore require
providing assistance to a broad range of familM& discuss the cost and impact of
options for such assistance specified by the M& teahis section.

1. Moving from hourly to system-wide costs of high quality ECE

While hourly costs are a critical building blockely do not fully reflect the cost to the
state of a high quality system of ECE. The keynglets we have followed to develop a
system-wide cost estimate include:

a. Estimating current utilization (in hours per weekdifferent types of care by
children in households representative of the staprilation on key
characteristics.

b. Applying the relevant hourly costs of high quaBZE for each type of care and
age of child to current utilization patterns;

c. Specifying alternative policy options that will eggparents to afford care, and
estimating the reduction in price experienced lepis under each policy
scenario. Key parameters of policy scenarios gelilhe maximum income level
at which families will be eligible for assistandé®ancing mechanisms applicable
for families in each income group, the income-edato-payment schedule and
whether there will be a direct subsidy to providers

d. Estimating the changes in the types and amourtarefparents are likely to use
as a result of increased financial access (redpiged due to subsidies and tax
credits), and adjusting the cost estimates tocgefteese changes in demand.

e. Estimating the likely increases in paid work agsuit of the greater financial
access to high quality ECE, and the amount of tdderd state taxes likely to be
generated by the increase in paid work.

We have developed these estimates for Mississappi,compared the results to the

current state budget for ECE. The data on cupatiérns of utilization were derived
from a survey of Mississippi residents designedHi®PC and sponsored by MDHS and
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BRI. The other calculations were made using theukation model developed by HSPC
and applying the policy specifications suppliedty Mississippi Team.

2. Financing Policy Options Considered

The following financing policy options were speediby the Mississippi Team for the
first round of analysis and discussion.

The MS team asked us to examine several diffecemd of financial assistance, and to
analyze the costs and impacts of each at two marimaome eligibility levels. The
team specified a family co-payment schedule thahpied to determine the amount of
assistance and remaining family costs for eachljaf®e Round 1 co-payment curve,
Appendix A). We also compared the costs and ingpaiceach option using the
Minimum Adequate and Ideal hourly costs of highlgqu&CE.

The alternative maximum eligibility limits were:
a. cover 75% of MS families. Eligibility limit woulthe 3.2 times the federal
poverty level (FPL) or $57,920 income for a fanolyfour;
b. cover all MS children and families, with no incotait.

Note that ‘covering’ does not necessarily mean ahiamily has all of its benefits paid
for, only that it is eligible for some amount ofdincial assistance. Currently, to receive
vouchers for ECE assistance in Mississippi, mathaust be employed or in training for
children to be eligible for benefits. In the opisospecified by the MS team, this
requirement has been removed.

The financing options which are analyzed in thismaeandum are as follows:

A. Baseline as Option 1, we replicated the costs to the $tatservices under the
current CCDF subsidy system, which in Mississipgs Bn income-related benefit
with a maximum eligibility of 2.05 times the FedePaverty Level ($37,105 per year
for a family of 4). The current Mississippi subsgl/stem has a ‘kinked’ co-payment
curve. At the lowest income levels, up to abodt the federal poverty level, there is
a zero parent co-payment. Above that low incomael]government subsidies
decline on a straight line, down to about 45% atrttaximum eligible income level
of $30,000 (which is the state median income). dimeent co-payment schedule is
shown graphically in Appendix A. Costs for othelipy options were then estimated
as a cost increase from current policy, with treuagption that the ratio of subsidy to
administrative costs would remain constant as hisngére expanded. We also
compare the distribution of benefits by family ino®, age of child and type of care
generated in our modeling of each policy optioth®current distributions estimated
in the baseline run.
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B. Financing options designed by the MS Team
Co-payments.

The Mississippi team did not specify alternativepayment curves. Rather, they
specified that the co-payment curve should be dugtsslope, slightly above a straight
line benefit reduction curve. Such an approackegimoderate income families slightly
higher subsidies than a straight line reduction,does not introduce significant
inequities or work dis-incentives, as could refulin steep or irregular curves.
However, the MS team did specify a comparison af &ternative maximum income
levels, one to cover 75 percent of families (maximnocome of $57,920) vs. covering all
families. These two possible co-pay curves are sti®wn in Appendix A. It can be
seen that the curve that covers all families presichuch higher benefits to middle
income families. For example, a family with $4@06come would pay more than half
the cost of care if 75% of families were covereda tmaximum of about $58,000.
However, if the same shape co-pay curve were applith all families covered, the
family at $40,000 income would have nearly alltefECE costs covered by the subsidy.

Options 2,3,4 & 5: income related vouchers

* Options 2 and 3 offer only an income related vouchied hourly rates are at the
Minimum Adequate level. Option 2 provides coverégeall children; option 3
covers 75% of MS children (up to 3.2 times the Fald@overty Line/FPL or
$57,920 for a family of four).

* Options 4 and 5 also offer just an income relataacther, but hourly rates are set
at the Ideal levels. Option 4 provides coveragefichildren; option 5 covers
75% of MS children (up to 3.2 FPL or $57,920).

Options 6 & 7: free standing child care tax creditsth no other assistance.

The state child care tax credit is specified toad&0% of the current federal credit.
There is no upper income limit for eligibility. dar current federal tax law, eligible
expenses are restricted to a maximum of $2,406rferchild and to $4,800 for two or
more children. A taxpayer whose AGI (Adjusted €&rtncome) is $10,000 or less is
allowed a credit equal to thirty percent of qualifiexpenses. This percentage is reduced
by one point for each additional $2,000 in AGIl ab®210,000. For taxpayers whose AGI
is greater than $28,000, the credit is equal toxtywpercent of qualified expenses. Thus,
the maximum federal tax credit amount is $720éf¢his one qualifying dependent and
$1,440 in the case of two or more qualifying demertsl. The tax credits being
considered by the MS team would be for 50% of #gtes, but would not change the
maximum allowable expenditures, which would reqairghange in federal tax law.
However, increasing the costs to Minimum Adequatieleal levels would significantly
increase the average amount spent on child cakSfamilies, and therefore increase
the amount they could claim as federal tax creditsin the current limits. In addition to
the credit against their federal tax liability, NE8nilies would receive an additional 50%
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of the federal credit as a credit to their staxelitzbility.
* Option 6 examines such a tax credit with Minimume4date hourly costs;
* Option 7 examines the credit with Ideal hourly sost

Options 8 & 9 combine a 55% of cost provider supswth an income-related voucher

for the remaining costs of high quality ECE. Irttboases, the maximum eligibility is set

to cover 75% of MS children.

» Option 8 consists of the combination provider sdypsind voucher, with Minimum
Adequate hourly costs;

* Option 9 consists of the combination provider sdypsind voucher, with Ideal hourly
Ccosts;

Options 10 and 11 add a childcare tax credit to ¢benbination of 55% provider subsidy

and an income-related voucheFor both options 10 and 11, maximum eligibilgysiet

to cover 75% of families (up to 3.2 FPL) for botte tvoucher and the provider subsidy,

but there is no income limit for the child care tardit.

* Option 10 consists of the combination provider s{gs/oucher and tax credit, with
Minimum Adequate hourly costs;

* Option 11 consists of the combination provider sijys/oucher and tax credit, with
Ideal hourly costs;

C. lllustrative Option Specified by HSPC:

Option 12is a hypotheticaFree ECE for Alloption, which illustrates the cost and
impacts would be if all hours of Center and FCCGaaere provided free to all
children. Option 12 is somewhat like a public lenghrten approach to financing,
with a 100 percent of cost provider subsidy allgyati children to attend with no
charge or co-payment, regardless of income. Assgto public kindergarten,
however, parents would be able to select theirepredl type of ECE setting —
center, FCC or a combination. Hours in licenseagxte family-fiend-and-
neighbor care are excluded from this option, iast with the MS team’s
specifications for other options.
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3. Budget Costs of Options for Assisting FamilieotAfford High Quality ECE

In this section we report our estimates of the letiy costs of assisting families to
afford high quality ECE, and compare them to curM8 spending levels. It has been a
challenge to establish an appropriate baselinedoent Mississippi spending levels,
since they have been quite volatile in recent yeAssbest we have been able to
determine by consulting with state budget offigiaao have graciously shared state
budget documents with us, total federal and staitd care expenditures through the
office of children and youth were about $64 millionFY 2000, then increased to $85
million in FY 2001 and FY2002. During these tway® higher spending levels appear
to have been supported by spending down unuseddasldrom prior year block grants,
and transferring significant amounts of TANF futd<hild care. In FY 2003, total
spending was reduced to about $50 million, inclgdir$16 million smaller TANF
transfer. The FY 2001 and 2002 spending levelsal@eem to be sustainable under
current revenue sources, since less is availahlaspent prior year funds, and higher
caseloads for cash assistance leave less TANF aailable to transfer to child care.
For FY2004, the Office for Children and Youth haguested a total spending level of
about $63 million, close to the FY2001 level. Tééems a reasonable base level of
spending from currently available federal and stanels, and we have calibrated our
models accordingly.

The Department of Human Services estimates thaer€ent of child care subsidy
spending is for children age birth through 5. Vdedtherefore estimated the baseline
level of spending for children B-5 as $44 milliommcreases in spending for various
options will be treated as increases to the $4diomievel. If different budgetary
information becomes available, we may modify thasddine in our second round of
analysis.

An important consideration is the role of federaiding in a universal system. It should
be noted that the vast majority of current MS chide spending is federal funds: state
funding amounts to about $3-4 million a year. fhar purposes of this analysis, we have
assumed that the federal contribution remainsatutrent level, and that all additional
costs would borne by the state. If CCDF fundingveg, or if states are able to convince
federal policy makers to contribute to the costa bigh quality, universal system, then
state costs could be reduced accordingly. The#ass in federal tax revenues due to
additional employment could be the basis for segekim additional federal allocation.

We have left federal Head Start funding out offthancial analysis, assuming that this
will continue as a separate program from the sipt®ns that we are analyzing. Hours
currently spent in Head Start by MS children ateasale in our modeling and not
double-counted for state subsidy estimates. Héad $pending in Mississippi was about
$81 million in 2002.

This analysis assumes that subsidies are paiagniy the public sector. If employers,

foundations or other sources of private funds wemntribute a portion of the
subsidies, the level of public funding could beueet.
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It should also be noted that these are costs penjé¢o be reached after a phase-in of at
least 5 years. It would not be possible to immedifachange the level of qualifications
and compensation of ECE teachers, nor the pubtiqpamate rate structures that would
support them. The components for quality promoéind assurance would also take time
to develop and become effective. Costs are expiddaas?2002 dollars; appropriate
inflation adjustments would have to be made ontedetermined how to phase in the
cost components, and in what year various chamgstaif compensation and subsidies
for families and providers would be implemented.

Table 7 below shows the wide range of impacts algétary costs entailed by the
various options considered by the Mississippi Team.

The HSPC illustrative option of moving to a FreeE=for All notion of universal pre-K
(no eligibility limit, 200% public subsidy regardie of income) would be quite
expensive, even maintaining the cost differencesrgnvarious types of care. We
estimate the net annual state cost increase ofasuolption to be about $3.1 billion. For
context, this would be equal to about 20 percegtidri than current public K-12
education spending of about $2.7 billion. Sinaeghblic education budget is for 9
months of the year, and ECE must cover 12 montisappropriate to examine this
relationship on a monthly basis. On a monthly fiabie Free ECE for All option would
increase state ECE spending to about 90% of K-L2atbn.

The ECE policy options specified by the Mississippam would all cost substantially
less than the Free ECE For All illustration, asveihan Table 7 below.

e The annual net increases in costs to the statedwanbe from $158 to $552 million,
equivalent to increases in the K-12 public edwraebiudget of 6-21 percent, when
the approach is fully phased in.

* The cost of the various Mississippi options wowdge between 5 and 18 percent of
the Free ECE for All option.

An income-related approach could thus improve actekigh quality ECE at between
one fifth and one twentieth the cost of a no-papayment approach. In later sections of
this report we will consider whether the lowesttamstions effectively provide access for
all children.

The ranges above do not include the very low cpsbos of a tax credit without any

direct subsidy spending. These would only add afdumillion to current costs, but the
costs would appear as tax losses rather thanex dpending.
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Table 7. Total costs of alternative Mississippi fiancing options ($ Millions, $2002; 1,000 million 4 billion)

Total State State cost Increased | Increased | Total
and Fed’l Net of state cost | State Cost | Fed+State
Policy Options cost: Gross) | Revenue Inc., as % of ECE Cost
Fed’l. Share Free ECE | % of K-12.
for All cost | Spending
1) Baseline: Current Income-related Voucher. 44.2 2.6 -0- -0- 0.1%
Maximum eligibility at 2.05 FPL.
2) Voucher, Min.Adequate; cover 100% kids 400.0 357.1 354.5 11% 14%
3) Voucher, Min.Adequate; cover 75% kids 203.2 161.0 158.5 5% 6%
4) Voucher, Ideal; cover 100% kids 598.3 555.4 552.8 18% 21%
5) Voucher, Ideal; cover 75% kids 287.9 246.1 243.5 8% 9%
6) CC Tax Credit = 50% federal; all incomes; 60.4* 18.8* 16.2* 1% 0.7%
Min. Adequate
7) CC Tax Credit = 50% federal; all incomes; 61.0.* 19.4* 16.8* 1% 0.7%
Ideal
8) Combination, voucher plus 55% provider 256.5 214.0 2115 7% 8%
subsidy; cover 75%; Min. Adequate.
9) Combination, voucher plus 55% provider 375.4 333.1 330.5 11% 13%
subsidy; cover 75%; Ideal.
10) Combination, tax credit plus voucher plus 55% 288.3 220.6 218.0 7% 8%
provider subsidy; Min. Adequate
11) Combination, tax credit plus voucher plus 55% 410.5 342.1 339.5 11% 13%
provider subsidy; Ideal
12) Free ECE for All; 100% provider subsidy for 3,161.4 3,113.5 3,109.9 100% 118%
all types of care, no income limit; Ideal rates

* For purposes of this chart, the state tax crexists are added to the current federal voucherscogfe have not included an additional
amount of estimated federal child care tax cretfitt could accrue to MS taxpayers if they paidhigher ECE rates withowany assistance
beside the tax credit
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Income related vouchers only:

Options 2-5 include only an income-related vouchat,vary considerably according to
whether 75% or 100% of the population is eligilaled whether costs are set at the
Minimum Adequate or Ideal levels.

Options 2 and drovide assistance to 100% and 75% of familiet) wosts set at the
Minimum Adequatéevel.

Option 3, covering 75% of children, would requidgaional costs of $159 million,
or a 6% increase in current K-12 education spending

Option 2 which extends the eligibility limit to cerall families, provides a very
substantial subsidy for low and middle income fasil It would increase budgetary
costs by $355 million a year, or 14% of educatipensling.

Options 4 and provide assistance to 100% and 75% of familiet) wosts set at the
Ideal level; the higher hourly costs of the Ideal sgeatfion generate higher budgetary
costs.

Option 5, covering 75% of children, would add $24dlion in annual costs, $85
million more than the same benefits at the Minimidequate level.

Option 4 provides income-related assistance ttaalilies at the Ideal level. It would
cost $553 million a year, $309 million more thanve&ang 75% of children at the
Ideal level, and $394 million more than coverin§&6f children at the Minimum
Adequate level.

Combination Provider Subsidy and Voucher Options:

Options 8 and @rovide assistance to 75% of families, but ad8% Bon-income-related
provider subsidy, with an income-related vouchéeref for the remainder.

Option 8, which offers the combination PS-vouchaha Minimum Adequate level
would increase budget costs by about $211 milligeax. This is $53 million higher
than the cost of covering the same 75 percentitdfren with only an income-related
voucher.

Option 9 would offer the PS-voucher combination &iuithe Ideal levels. This would
raise the annual budget increment to $331 milgi1,9 million more than the same
benefits at a minimum adequate level.

Improving middle class affordability through a nimzome-related provider subsidy

would not cost as much as providing voucher cowefagall children/families.
Thus, a voucher covering 100% of children at theimim adequate level (Option 2)
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would cost $355 million; offering the PS-vouchemtmination to 75% of children at
the Minimum Adequate level (Option 8) would cosiL&2nillion.

Tax Credit Options:

The options (6 and 7) that provide only a statectaxlit equal to 50% of the current
federal tax credit, with no other form of assis&nd he total costs would be about
$19 million a year. An additional amount of incsed federal tax credit could accrue
to Mississippi taxpayers if they paid the higheramts for ECE implied by the
Minimum Adequate and Ideal policy scenarios, withadditional assistance other
than the tax credit. If, however, middle incomepayers were to consider the cost of
high quality ECE net of the tax credits too higtattiord, they would not pay these
amounts and would not receive as much from eitieeféderal or state tax credits.
We will explore whether high quality ECE rates afiordable with only the tax

credit for of assistance in the next section df tieport.

If tax credits were added to the package of provsddsidy and income-related
voucher, as shown in options 10 and 11, they wiudckase the state budget costs by
about $6 million at the Minimum Adequate level, atmbut $9 million under the

Ideal scenario. The cost increases would not lheghsas the total value of the tax
credits due to the interaction among the providésgly, vouchers and tax credits —
families would not be able to claim the same castier more than one financing
mechanism. Adding tax credits to the provider-gilyp$ voucher combination

would therefore not substantially change the cbgtase combinations.

Revenue | mpacts

Increased financial accessibility of high qualit@E would lead to increases in paid
employment of mothers. This will in turn generatiglitional revenues for the state and
federal governments. The results are shown ineT@lielow. The potential for
generating significant additional tax revenuesisnn by the $7.3 million state and $22
million federal revenue increases under the Frae @a All option (12): when the price
of care is reduced, parents work additional hontsay additional state and federal
taxes. The state and federal income tax offsetsedatively modest for the Mississippi
options, since a large portion of the populatiagilele for the greatest benefits has little
or no income tax liability. However, the federdCA (social security, unemployment
compensation) tax receipts, which are a fixed magardless of income, could be
considerable. A challenge is that while FICA retereduce the unified federal budget
deficit, they are allocated to trust funds and camasily be used to offset increased
expenditures for federal ECE subsidies. They cbelgart of a justification for an
increased federal contribution to subsidies ifdtate adopts a significant increase.
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Table 8. Revenue Impacts: State, Federal, FICA
(in $ Millions, $2002)

Total
Revenue
Increases

State Income
Tax
Increases

Federal
Income Tax
Increases

FICA
Tax
Increases

1) Baseline: Current Income

related Voucher.
Maximum eligibility at
2.05 FPL.

-0-

-0-

-0-

-0-

2) Voucher, Min.Adequate;
cover 100% kids

16.8

1.3

3.9

11.2

3) Voucher, Min.Adequate;
cover 75% kids

6.7

0.5

1.6

4.6

4) Voucher, Ideal; cover
100% kids

16.0

1.3

3.8

10.9

5) Voucher, Ideal; cover
75% kids

2.4

0.2

0.6

1.6

6) CC Tax Credit = 50%
federal; all incomes; Min.
Adequate

-18.8

-18.8

7) CC Tax Credit = 50%
federal; all incomes; Ideal

-19.4

-19.4

8) Combination, voucher plu
55% provider subsidy;
cover 75%; Min.
Adequate.

(%)

111

0.9

2.7

7.5

9) Combination, voucher plu
55% provider subsidy;
cover 75%; ldeal.

(%)

9.2

0.7

2.2

6.3

10) Combination, tax credit
plus voucher plus 55%
provider subsidy; Min.
Adequate

11.2

0.9

2.7

7.6

11) Combination, tax credit
plus voucher plus 55%
provider subsidy; Ideal

9.6

0.8

2.3

6.5

12) Free ECE for All; 100%
provider subsidy for all
types of care, no income

limit; Ideal rates

90.4

7.3

21.7

61.4
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4. Meeting the needs of different families. impact of policy options on affordability

Since the purpose of these financing options ma&e high quality ECE accessible to
both low and middle income families, we have exaditheir relative impact on
affordability. If the Mississippi Team consideligtn quality ECE to be unaffordable
under various specifications, it can address thibe next round by considering options
entailing some combination of reducing the codtigh quality ECE (which would
reduce total budget cost) or increasing assistama#ffected families (which would
increase the total budget cost).

For this analysis, we measure affordability by alverage parent payment for ECE after
subtracting all benefits for which they are eligiljprovider subsidy and/or voucher
and/or tax credits), for each of five income graup$e consider both the change in
actual hourly payments, and hourly payments as@peof family income. Tables 9-A
and 9-B below show the average household price stitesidy (the co-payment amount)
for eligible and patrticipating families in each @amee group under each policy option
considered. Table 9-A shows the dollar-and-cespayment amount for families;
Table 9-B shows that amount as a percent of avenagene for families in that group.
Income ranges are defined by the federal poverigetjnes, which consider both family
size and income. We describe these groups byntwene ranges for families of four
individuals, since that is average for Mississifgmnilies with children under age six. We
focus only on the weighted average of Center &b@ Eosts since the MS team
specified not subsidizing Family, Friend and Neightare.

It should be noted that we report average impact&amilies in each of these income
groups. Thus, for example, the average price Ipaiidmilies in the lowest income group
includes both those near zero income, who wouldneayly nothing for care under any
of the policy options, and the families near thegyty line of $18,001, who would
receive a substantial subsidy but still have sompayment responsibility (the co-
payment schedules are shown in Appendix C Thes&aly wide income groupings.
For families at the lower end of the income rangeach group, the average hourly cost
would be lower; but since their income is loweg ttost of ECE as a percent of income
would be about the same. Similarly, families & igher end of the income range in
each group would be paying a higher amount, buesineir incomes are higher, their
payment as a percent of income would be aboutahmes

Family costs of ECE as a percent of income areneséid based oone child in full time
ECE If children are in less than full time ECE, bl parents are working full time,
then the percent of income could be lower. Orotiher hand, for the 33 percent of
Mississippi families with more than one child untlez age of 6 and not in school, ECE
for two children would require a much higher petagnincome — up to double the
percents in table 9-B if both children were in fihe ECE.

Table 9-B shows that the various policies beingsadered by the MS team would have
widely varying impacts on the affordability of higjuality ECE.
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Income related vouchers only:

Options 2-5 include only an income-related vouchat,vary considerably according to
whether 75% or 100% of the population is eligilaled whether costs are set at the
Minimum Adequate or Ideal levels.

Options 2 and rovide assistance to 100% and 75% of familiet) wosts set at the
Minimum Adequatéevel.

Option 3, covering 75% of children, leaves coghatbarely affordable level —
between 10 and 11 percent of income per child +h®r76% of families with less
than $72,400 income. For the close to one thirthe$e families with more than one
young child, ECE would not be affordable.

Option 2 makes ECE more affordable: by extendimgetigibility limit to cover all
families, it provides a very substantial subsidyléav and middle income families. It
would therefore reduce the post-assistance casrefto about 1 percent of income
for most families. However, this comes at a higddetary price — the cost to the
state of option 2 is $196 million greater than optB.

Options 4 and provide assistance to 100% and 75% of familiet) wosts set at the
Ideal level.

Option 5, covering 75% of children, does not makee@ffordable. Families in most
income categories would pay between 12% and 17f#tcome for each child.

Option 4 provides income-related assistance ttaalllies. Even with the higher
Ideal level of costs, the assistance is sufficierttold costs to about 1.5% of income
across all but the highest income levels, wheneiild be 2.6%.

Both options 2 and 4 provide access to the highitgUeCE at minimal levels of
family payment by assisting all families. Howeutiey do this at a considerable
budgetary costs of $355 (Min Adequate) to $553iamil(Ideal).

Combination Provider Subsidy and Voucher Options:

Options 8 and Yrovide assistance to 75% of families, but impraféordability
compared to options 3 and 5 by adding a 55% noonngcrelated provider subsidy, with
an income-related voucher offered for the remainder

Option 8, which offers the combination PS-vouchaha Minimum Adequate cost
level would yield costs to families in the range4ét to 5% of income for most
income groups, and at 7.4% of income for the noreced most affluent group of
families. These would barely meet affordabilititemia for families with more than
one young child. It should also be noted thatfauetily costs would be substantially
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higher than the current levels for all income g®mumlmost twice as much as the
baseline.

Option 9 would offer the PS-voucher combination &iuihe Ideal cost levels. This
would make affordability marginal for the covereahilies, with ECE costing parents
6% 0 8% of income per child after assistance. tRemwone third of families with more
than one young child, ECE would not be affordabilis option would also make
ECE much less affordable for the to income grongrdasing its cost to 11% of
income per child. Families at all income levelawdopay much more than their
current payments.

The combination Provider subsidy and voucher ogtican be seen as an alternative
approach to improving affordability between covgrall children on a strictly
income-related basis. The combination achievesdenate level of affordability,
and has a moderate level of cost.

Tax Credit Options:

The options (6 and 7) that provide only a tax dresiith no other form of assistance,
would leave high quality ECE unaffordable for alit bhe most affluent families in
Mississippi. The cost for the one third of lowestome families would average close
to their total income. For the 25% who are nototdfly poor, but are below 2FPL,
ECE for one child would cost 24% of income under Minimum Adequate scenario,
37% under Ideal.

If tax credits were added to the package of provsddsidy and income-related
voucher, as shown in options 10 and 11, they woeddce the cost of care by an
additional 4-5 cents per hour, reducing the costigh quality ECE by an additional
1% of income for low and middle income families.

Affordability Analysis: Summary and Conclusions

The Voucher-only option does not achieve affordghbibr families at either the
Minimum Adequate or Ideal levels of cost, unlesséhtire population is made
eligible for assistance, with attending high budggtosts. If 100% of families were
covered, benefit levels for all families would Iperieased, and the remaining costs to
families would be a very low 1-2% of income. lethudgetary costs of this approach
are acceptable to state policy makers, then thpsoagh would achieve its objectives.

The Provider Subsidy-Voucher combination can achaffordability at the 4-5% of
income level while only covering 75% of the popidaf if costs are set at the
Minimum Adequate level. At the Ideal level of cysaffordability would be at the
marginal rate of 6-8% of income for one child, avalild exceed the 10% of income
affordability criterion for families with more thasne young child. Costs for all
income levels would be substantially higher thaprasent for all incomes levels at
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either Minimum Adequate or Ideal cost levels. H& Voucher combination has the
advantage of improving affordability at substai&wer budgetary costs than
covering all children under the voucher. Furtimepiovements in affordability, and
reduced budgetary costs, could be achieved by log/éne hourly costs of high
quality ECE. This would require changing one orenaf the features that
significantly drive costs: staff compensation, dficdtions or ratios. Compared to
options recommended by experts and consideredhay states, the greatest room for
change would appear to be in phasing up towarthgd®A level teacher salaries
equal for ECE and elementary schools.

» Tax Credits do not achieve affordability of highatity ECE if they are the only form
of assistance offered. If they are combined vhthRrovider Subsidy-Voucher
option, they make a small improvement in afford&bireducing family costs by
about 1% of income.

The more affluent one third of families (over $30Bwould experience significant cost
increases above the 1.51-1.68 per hour they arertly paying under most of the
options. Their costs would increase to $2.30 t&6@per hour, depending upon whether
costs were at the Minimum Adequate or ideal leaet] whether 75% or 100% of
families were to receive some form of assistari®ech hourly increases would translate
to $4,700 — 11,500 per year for one child in fulle ECE. As a percent of income, ECE
expenditures for more affluent families could irege from the current 3.5% to a range
of 6.6% to 11.6%, depending upon the option setect

Since families would be receiving higher qualityEGhey might be willing to support
these higher rates. However, it would be desirtbkxamine the high end of the market
to see whether such rates are sustainable. Fomealooking at 98 percentile rates in
the state market rate survey would suggest whes tae most affluent families are
willing to pay. If more affluent families are nailling to pay the higher costs, then
providers will not be able to sustain those pricethe market, and the intended
improvements in ratios, qualifications and compéneacould not be sustained.
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Table 9-A. MS Round 1 Affordability Analysis: Dollars per Hour

Average hourly household cost of high quality ECEn centers and FCC, after
subsidy (co-pay amount). By income group (eligibleouseholds only).

Income level
Percentand cumulative pecent) of Mississippi children in each grou

<1 FPL 1-2 FPL 2-3 FPL 3-4 FPL >4 FPL Total,
All Elig.
309%(30%) | 25%(55%) | 12%(67%) | 9%(76%) | 22%(100% | Families
)
Income range. Federal Poverty| <= 18,001 | $18,001- | $36,201- | $54,301- | > $72,401
level for Family of 4 (2002) 36,201- 54,301 72,401
Policy Option Average Hourly Family Cost Net of Subsidy (=co-paym  ent)
1) Baseline: Current Income- Not elig. | Notelig. | Not Elig.
related Voucher. Maximum A1 .50 1.60 1.51 1.68 .29
eligibility at 2.05 FPL.
2) Voucher, Min.Adequate; cover .06 14 .26 .39 .82 31
100% kids
3) Voucher, Min.Adequate; cover .44 1.18 2.45 3.48 Not Eligj 1.15
75% kids 3.70
4) Voucher, Ideal; cover 100% .09 22 .39 .59 241 48
5) Voucher, Ideal; cover 75% .66 1.78 3.73 5.2% Not Elig. 1.74
5.64
6) CC Tax Credit = 50% federal; 3.57 3.17 3.14 3.29 3.20 3.21
all incomes; Min. Adequate
7) CC Tax Credit = 50% federal; 5.49 4.95 4.97 5.11 5.11 5.05
all incomes; Ideal
8) Combination, voucher plus .20 .53 1.10 1.57 Not Elig .52
55% provider subsidy; cover 3.59
75%; Min. Adequate.
9) Combination, voucher plus .30 .80 1.68 2.36 Not Elig .78
55% provider subsidy; cover 5.41
75%; Ideal.
10) Combination, tax credit plus 16 49 1.06 1.53 3.55 48
voucher plus 55% provider
subsidy; Min. Adequate
11) Combination, tax credit plus 25 75 1.63 2.31 5.36 .73
voucher plus 55% provider
subsidy; Ideal
12) Free ECE for All; 100%
provider subsidy for all types -0- -0- -0- -0- -0- -0-
of care, no income limit; Ideal
rates T
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Table 9-B. MS Round 1 Affordability Analysis: Percent of Income

Average hourly household cost of high quality ECEn Centers and FCC after
subsidy (co-pay amount). By income group (eligibleouseholds only).

Income level
Percentand cumulative pecent) of Mississippi children in each grou

<1 FPL 1-2 FPL 2-3 FPL 3-4 FPL >4 FPL Total,
All Elig.
309%(30%) | 25%(55%) | 12%(67%) | 9%(76%) | 22%(100% | Families
)
Income range. Federal Poverty| <= 18,001 | $18,001- | $36,201- | $54,301- | > $72,401
level for Family of 4 (2002) 36,201- 54,301 72,401
Policy Option Average Hourly Family Cost Net of Subsidy (=co-paym  ent)
1) Baseline: Current Income- 2.5 3.8 7.2 4.9 3.5 4.0
related Voucher. Maximum
eligibility at 2.05 FPL.
2) Voucher, Min.Adequate; cover 1.3 1.1 1.2 1.3 1.7 2.2
100% kids
3) Voucher, Min.Adequate; cover 10.0 9.0 11.1 11.3 7.6 15.8
75% kids
4) Voucher, Ideal; cover 100% 2.0 1.6 1.8 1.9 6 2 3.3
5) Voucher, Ideal; cover 75% 15.0 13.5 16.9 017. 11.6 23.8
6) CC Tax Credit = 50% federal; 81.2 24.0 14.2 10.7 6.6 22.0
all incomes; Min. Adequate
7) CC Tax Credit = 50% federall; 125.1 37.4 22.5 16.5 10.5 34.5
all incomes; Ideal
8) Combination, voucher plus 4.5 4.0 5.0 5.1 7.4 7.1
55% provider subsidy; cover
75%; Min. Adequate.
9) Combination, voucher plus 6.8 6.1 7.6 7.7 11.1 10.7
55% provider subsidy; cover
75%; Ideal.
10) Combination, tax credit plus 3.6 3.7 4.8 4.9 7.3 6.5
voucher plus 55% provider
subsidy; Min. Adequate
11) Combination, tax credit plus 5.6 5.7 7.4 7.5 11.0 10.0
voucher plus 55% provider
subsidy; Ideal
12) Free ECE for All; 100% -0- -0- -0- -0- -0- -0-
provider subsidy for all types
of care, no income limit; Ideal
rates 1
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The Mississippi Team may therefore want to considether co-payments should be on
a per-child or per-family basis. There are margsm@nd cons to each approach. For
example, setting co-payments based on a fixed peoféencome per family, regardless
of number of children in care, helps deal with edftbility for families with more than
one child, and make employment more feasible femth However, it can have the effect
that a family with more income but two childreneaes more total benefits than a
household with less income but only one child.

5. Targeting of fundsto children at greatest risk of poor outcomes.

There is an inherent tension between improvingrdébility for both low and middle
income families, and targeting limited public furtdghe low income families whose
children are at greatest risk of poor outcomes. elach policy option, we therefore
examine what percent of subsidy funds would go tdveasisting each income group.
The results are shown in Table 10. The set otmdispecified by the Mississippi team
for initial consideration have widely varying impam the distribution of benefits to
different income groups. These impacts shouldefoee be an important feature of the
discussion of the different options.

Baseline

» The current Mississippi subsidy system distrib@2percent of the benefits of
vouchers to the 30 percent of children in the lawesome group and 38 percent
to the 25% of children in second lowest group, fing little or no assistance to
middle income families. This is a highly progresssystem, with strong
targeting but not giving middle income families asgistance.

Voucher Options

» The two options (3 and 5) that would offer onlyiacome related voucher, and
would set a maximum income eligibility of $58,0@@Yering 75% of families)
would come closes to the current distribution, mav60% of total benefits to the
lowest income, 33% to the moderate income group/&bdo the middle income

group.

» The options (2 and 4) that offer only an incomated voucher, but extend
eligibility to all families, greatly reduce the skaof benefits to low and moderate
income families, and would shift almost one thi8@31%) of total benefits to the
one third of families with the highest incomes.eTawest income 30% of
families would receive 33% of benefits. This wobkla relative reduction from
their current 60% of benefits, but their actual amoof benefits would be greater
than at present, since the total amount of benebitdd be greatly increased. The
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25% of families at moderate income levels (18,06@30) would go from
receiving 38% of current benefits, to receiving 268the new, higher benefits.

Provider Subsidy and Voucher Options

* The two options (8 and 9) that would offer the camabon of a 55% of cost
provider subsidy with an income related vouchettfierremainder, with a
maximum income eligibility of $58,000 (cover 75%wd entail shifting some
benefits from low and moderate income groups tantfdelle class, but far less so
than covering 100% of families with an income-retavoucher. The lowest
income group would receive 51% of benefits, lesmttine current 68%, but
higher than the 33% under options 2 or 4. The 5% milies at the moderate
income level would receive 22% of the higher barafiounts. These options
would only allocate 2% of benefits to the mostwdfit one third families, as
opposed to 30-31% under options 2 or 4.

* The Free ECE for All option 12 (which the Task Feodid not specify, but which
we provide as a basis for comparison) would elit@rtae current progressivity,
giving each group a share of benefits close tehtse of the population. Thus, the
55% of children in the two lower income groups wbréceive 56% of total
benefits. The 31 percent of families in the twostraffluent groups would
receive 34 percent of benefits. Even though benafe distributed without
regard to income in this option, higher income fagsitend to use more
expensive center-type care, even if price is takEnaccount, so they would
receive a disproportionate share of the total benefder such an approach.

Tax Credit Options

* The various tax credit options would not providagnificant share of benefits to
low income families, who do not have a significeaderal income tax burden.
Low income families would only receive about 2%behefit if tax credits were
the only benefits offered. The upper one thirdaofilies would benefit most
greatly from tax credit options, receiving 48% atfal benefits under the two
purely tax credit options 6 and 7. It is intenegtio see how the addition of tax
credits in options 10 and 11 affect the distriboitod benefits in the otherwise
identical options 8 and 9. For example, combimatptions 8 and 9 give 51% of
benefits to the lowest income group; addition &f tidx credit reduces this to 46-
47%. Similarly, the upper two income groups wogdd 2% of total benefits
under options 8-9, but increase to 7-8% if tax itsedere added (options 10 and
11).
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Table 10. Percent Of Total Benefits, By Income Grqu
Percent and (Cumulative Percent) of Illinois Childen in Each Income Group

Percentand cumulative pecent) of Mississippi children in each grou

Income level

<1 FPL 1-2FPL | 2-3FPL |3-4FPL |>4FPL | Total
30%(30%) | 25%(55%) | 12%(67%) | 9%(76%) | 22%(100%
)
Income range. Federal Poverty| <= 18,001 | $18,001- | $36,201- | $54,301- | > $72,401
level for Family of 4 (2002) 36,201- 54,301 72,401
Policy Option Percent of Total Benefits, By Option
1) Baseline: Current Income- 62 38 -0- -0- -0- 100
related Voucher. Maximum
eligibility at 2.05 FPL.
2) Voucher, Min.Adequate; cover 33 25 11 12 18 100
100% kids
3) Voucher, Min.Adequate; cover 60 33 7 -0- -0- 100
75% kids
4) Voucher, Ideal; cover 100% 33 25 11 12 19 0 10
5) Voucher, Ideal; cover 75% 60 33 7 -0- -0- 010
6) CC Tax Credit = 50% federal; 2 33 17 18 30 100
all incomes; Min. Adequate
7) CC Tax Credit = 50% federal; 2 33 17 18 30 100
all incomes; Ideal
8) Combination, voucher plus 51 22 13 2 -0- 100
55% provider subsidy; cover
75%; Min. Adequate.
9) Combination, voucher plus 51 22 13 2 -0- 100
55% provider subsidy; cover
75%; Ideal.
10) Combination, tax credit plus 46 33 13 4 4 100
voucher plus 55% provider
subsidy; Min. Adequate
11) Combination, tax credit plus a7 33 13 4 3 100
voucher plus 55% provider
subsidy; Ideal
12) Free ECE for All; 100% 31 25 11 14 20 100
provider subsidy for all types
of care, no income limit; Ideal
rates a‘
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6. Serving Children of Different Age Groups

In this section, we examine the percent of bendids are invested in children of
different age groups under the alternative polipffans. It should be noted that children
of different ages tend to be in different typesafe, and to be in care for different
numbers of hours per week. Family incomes arelalger when children are younger,
so the rate of subsidy in an income-related berse§ibmewhat greater for younger
children. Finally, the policies specified by theskissippi Team produce higher costs of
ECE for younger children, primarily due to loweildradult ratios. All these factors
affect the distribution of benefits by age grouattemerge from different policy options.

The various Mississippi options do not produce draeally different results in
distributing benefits by age of child. The optig@sand 4) that provide benefits to 100%
of the population would result in a smaller sharbenefits being allocated to toddlers)
and a greater proportion being allocated to presiein® than at present, shifting about 8-
10% of funds. The options that restrict benebt3$% of families, either just as a
voucher (3 and 5) or in combination with a providebsidy (8-11) would result in the
share of funds going to infants falling from 10 gt to 7-8%, the share going to
toddlers falling from 36% to 24-26%, and the shgoing to preschoolers increasing to
66-69% from the current 54%. Again, it is impottemremember that these are changes
in the shares of a much larger pool of benefitglsages of children would be getting
much greater total benefits.
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Table 11: Percent of Total Benefits to Children invarious Age Groups

Infants Toddlers Preschoolers

Policy Option

1) Baseline: Current Income- 10 36 54
related Voucher. Maximum
eligibility at 2.05 FPL.

2) Voucher, Min.Adequate; 10 26 64
cover 100% kids

3) Voucher, Min.Adequate; 7 34 69
cover 75% kids
4) Voucher, Ideal; cover 10 38 62
100% kids
5) Voucher, Ideal; cover 75% 7 25 68
kids
6) CC Tax Credit = 50% 10 41 59
federal; all incomes; Min.
Adequate
7) CC Tax Credit = 50% 10 41 58
federal; all incomes; Ideal
8) Combination, voucher plus 8 24 68

55% provider subsidy;
cover 75%; Min. Adequate.

9) Combination, voucher plus| 8 26 67
55% provider subsidy;
cover 75%; Ideal.

10) Combination, tax credit 8 25 67
plus voucher plus 55%
provider subsidy; Min.
Adequate

11) Combination, tax credit 8 26 66
plus voucher plus 55%
provider subsidy; Ideal

12) Free ECE for All; 100% 11 29 60
provider subsidy for all
types of care, no income
limit; Ideal rates

7. Typesof ECE Used Under Different Policy Scenarios

We know that families of different characteristu@y in their choice among centers or
preschools, FCC and relative care. We have alsodfthat these choices are influenced
differentially by price; in general, center carariere price sensitive than FCC care. The
different policy options have different effects thie overall price reduction experienced
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by parents, and therefore yield somewhat diffeghifts in parent demand for center,

FCC or paid relative care.

Table 12 shows that none of the options specifiethb Mississippi Team is likely to
make a substantial shift in the distribution ofdung to different care settings. The
current predominance of center care use wouleinéorced by the MS Team’s

specification that none of the benefits would bedu® pay for ECE by non-

licensed/registered Family, Friends or Neighbors.

Table 12:

Percent of Total Benefits to Children in Various Types of ECE

By Policy Scenario

Centers,
preschools FCC FEN
Policy Option
1) Baseline: Current Income-related Voucher. 87 9 4
Maximum eligibility at 2.05 FPL.
2) Voucher, Min.Adequate; cover 100% kids 91 9 NA
3) Voucher, Min.Adequate; cover 75% kids 91 9 NA
4) Voucher, Ideal; cover 100% kids 91 9 NA
5) Voucher, Ideal; cover 75% kids 91 9 NA
6) CC Tax Credit = 50% federal; all incomes; NA NA NA
Min. Adequate
7) CC Tax Credit = 50% federal; all incomes; NA NA NA
Ideal
8) Combination, voucher plus 55% provider 91 9 NA
subsidy; cover 75%; Min. Adequate.
9) Combination, voucher plus 55% provider 92 8 NA
subsidy; cover 75%; Ideal.
10) Combination, tax credit plus voucher plus 91 9 NA
55% provider subsidy; Min. Adequate
11) Combination, tax credit plus voucher plus 92 8 NA
55% provider subsidy; Ideal
12) Free ECE for All; 100% provider subsidy 75 25 NA
for all types of care, no income limit; Ideal
rates
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Summary:
Comparing MS Round 1 Options on Major Criteria —
Budgetary Cost, Affordability for Families, Targeting to Children at Greatest Risk

Table 13 on the following page compares the varanigns specified by the Mississippi
Team across the several options where they hawstasilal differences. Each of these
three criteria may have minimum or maximum absdlexels that are acceptable from
different perspectives. For example, if the renmajrcost of ECE after assistance is not
affordable to middle income families, then they ot likely to support enactment of the
initiative. If it were to be enacted, their inatyilto pay higher costs would make it
impossible for providers to charge the anticipdtigher fees and they would then be
unable to implement the desired levels of staffifjoations and compensation.
Conversely, if achieving affordability requires lged increases that are not acceptable to
the public or policy makers, then the approach @walso collapse.

The options (2-5) that provide only an income-rdiatoucher, and cover 75% of
children, produce un-affordable costs of ECE fonifees at either the Minimum
Adequate or Ideal levels. Modifying these optitmsover all children, regardless of
income, achieves affordability at all income levetdowever, it does so at the cost of the
highest budgetary impact, and of reducing the perekfunds targeted to vulnerable
children from 93% to 58%. If the MS Team considéesaffordability and targeting
criteria important, it could potentially achieveeie by reducing the hourly costs of high
quality ECE.

The options (8-9) that offer 75% of children a 56f&0st provider subsidy, then use an
income-related voucher for the rest, achieve a matedevel of affordability at the
Minimum Adequate level, but are not affordablelet Ideal level of hourly costs. If a
higher level of budgetary impact were acceptahlen these affordability problems
could be address by either reducing co-paymenitscogasing the maximum eligibility
limit. If higher budget costs were not acceptatiien affordability could be improved at
lower cost by reducing the hourly costs.

Adding a tax credit to the Provider Subsidy - Voeicbombination (options 10-11) does
not have a substantial effect on cost, affordabdittargeting, though it would divert
about 5-6% more of total benefits toward the mdfl@ent families.

The options of providing a state child care taxditrestead of a direct subsidy do not
achieve affordability for families at any incomedg at either Minimum Adequate or
Ideal levels of hourly cost and quality. While thedget impact of these tax cuts is
relatively small, only about a third of the tot&refits would be addressed to the children
at greatest risk.
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Table 13: Comparing Round 1 MS Options on Several @eria

State Budget | Affordability: | Targeting:
Budget Impact: Percent Percent to
Increase: % K-12 Family Low-
$ Millions Spending Income moderate
Baseline
1) Current Income-related Voucher. -0-
Maximum eligibility at 2.05 FPL.| (Base =2.6) 0.1 3-7 100
Voucher Only Options
2) Voucher, Min.Adequate; cover 355 14 1-2 58
100% kids
3) Voucher, Min.Adequate; cover 159 6 7-11 93
75% kids
4) Voucher, Ideal; cover 100% kids 553 21 1-3 58
5) Voucher, Ideal; cover 75% kids 244 9 13 -17 93
Tax Credit Only Options
6) CC Tax Credit = 50% federal; all 16 0.7 10 — 24* 35
incomes; Min. Adequate
7) CC Tax Credit = 50% federal; all 17 0.7 10 - 37* 35
incomes; Ideal
Combination PS + Voucher Options
8) Combination, voucher plus 55% 212 8 4-7 73
provider subsidy; cover 75%;
Min. Adequate.
9) Combination, voucher plus 55% 331 13 6-11 73
provider subsidy; cover 75%;
Ideal.
Combination: PS, Voucher, Tax CreditOptions
10) Combination, tax credit plus 221 8 3-7 79
voucher plus 55% provider
subsidy; Min. Adequate
11) Combination, tax credit plus 342 13 5-11 80
voucher plus 55% provider
subsidy; Ideal
HSPC lllustrative Option: Free ECE for All
12) 100% provider subsidy for all 3,114 118 -0- 56

types of care, no income limit;

Ideal rates

* Families in the lowest income group would be igith hypothetical ECE costs in
excess of their income, so we have excluded them this summary. A tax credit
would clearly not meet their needs.
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D. Options for Phasing In Costs of Universal ECEdr Mississippi’'s Children

The estimated increases in costs shown in this nemquite considerable, given current
economic and budgetary circumstances. The MiggisSieam therefore faces two
potential ways of dealing with the high level okts

»  Modify some of the key policy specifications aiffigotosts Those with the
greatest impact on total costs are staff compemsatatios and mix of
qualifications; the 55% provider subsidy provisiangd providing assistance to
100 percent of families. This analysis has shdvat &ny such modifications
must be considered as a package, or there canitenoted consequences for
such important objectives as affordability for lawpderate and middle income
families, or for the distribution of benefits bycimme group.

»  Maintain the current policy specifications withaugajor modification and
phase in the costs as funds become available.

Our second round of analysis can include eithéhede strategies.

A key challenge for moving toward universal ECEaficing is how to phase in the
considerable costs, without having the early phasesme a permanent non-universal
program. An important lesson from K-12 educatieform is that “pilot programs” are
rarely converted to universal policies, becausg thke a long time to evaluate, the
evaluations are rarely clear as to the exact inspacid the degree to which the impacts
are caused by the design of the program or byoitegibn or individuals responsible for
implementation. It is therefore important to phase in broad polgithat apply to the
entire system, rather than adopting limited progsam

Our analyses have shown that the major factorstaif cost of universal ECE are:
compensation and ratios; coverage of age and ingpoups; rates of participation. We
will therefore consider phasing options relativeesh of these factors.

1. Compensation and ratios.

An important feature of the high quality systenE@E being considered here is that it
requires moving the entire ECE market, not justlipuimbursement rates. That is, itis
intended that a mixture of regulations and finanicieentives will lead to more highly
gualified and adequately compensated staff fopraliders that parents of all incomes
groups are using. Given the current low levelsdiication and pay for ECE staff, it will
take a long time to change the mix of professiopallifications. It will also take time to
establish the support and tracking mechanismssiarasghat providers and teachers make
the necessary changes. One aspect of phasinig tngbmatically required is therefore

to phase up reimbursement rates gradually, arttigiehanges in rates to specified
improvements in staff qualifications and competency
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Tiered reimbursement mechanisms may not achiegsetiective, since there is a strong
possibility that they will simply reward the proeis who are currently hiring the best
staff and paying the highest salaries and benéiithile rewarding the currently best
providers may seem fair, it does not accomplistsirstem-wide improvement goal.
Rather, a policy must be set that gradually reguateproviders to upgrade qualifications
and compensationt is the level, not the breadth of change thatustidoe phased in.

The Mississippi Team may want to consider whetheam achieve the principle of
equivalent pay for early childhood and public sdheachers in the short term future.
Given the labor market, it may be possible to rie¢eachers with BA/BS level
preparation at somewhat lower salaries, and phase elementary school level salaries
over time. Average Mississippi salaries for sortieepoccupations requiring BA/BS
degrees plus certification are shown in AppendisBa basis for possible discussion.

2. Coverage of age and income groups.

It should be noted that the dynamics of phasingiaff qualifications and compensation
on a system-wide basis interact with the implentenaof policies to cover middle
income families. If the financial incentives amdyavailable for those providers serving
low income families, then quality in the overalbsym cannot be increased, because
without help, middle income families would be hardssed to pay the increases in cost
required to achieve high quality ECE, and provideosild therefore not be able to enact
rate increases or compensate their staff as peaject

Phasing in by income also presents a challengkifting public perception of ECE from
a welfare program for low income children to an@ation program for all children. If,
as in New York, the early phases of implementateach only low income children, then
it is likely to still be perceived as welfare-oried. This perception could limit both its
acceptability and later ability to encompass moorgs. A potential middle ground is to
cover some but not all middle income children ilyephases. Thus, the Mississippi
options could be modified in the early years toardess than the 75-100 percent of
children initially specified. If hourly cost incses were also phased in as staff
gualifications and compensation were graduallyaased, middle income affordability
could be protected.

Phasing in by age of child has positive and negaispects. Serving in the first phase
only older or younger children of a broad incomege, preserves the perception of
universality regarding benefits to all income greugiowever, it may foster the
bifurcation of services to children B-3 and 4-5)agng the benefits to families and
siblings of keeping these services integrated thatlaffordability of high quality ECE is
more difficult for younger families with youngeritdren, who tend to have lower
incomes yet be faced with higher prices.
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3. Subsidy Participation rate.

The cost estimates are quite sensitive to theofgparticipation by potentially eligible
families. We have estimated a 22-33 percent ppdtilon rate for licensed care, based
upon our analysis of current benefit participatiates by income and judgments about
the accessibility of the options considered. Therot much analytic literature on
participation rates in ECE subsidy systems. Whahewve gleaned from studies that
HSPC and others have done of participation in atberal benefit programs is that
participation is largely a function of policy cheg rather than completely inherent in the
benefit structure. That is, if a public agencyidesa high rate of participation in a
program, it can be achieved through investmentsitreach and the attitudes and
behavior of case workers. Note the high partiegratates in programs like Medicaid,
where medical providers assist families to obtawvecage, and the Earned Income Tax
Credit, where a concerted effort at outreach gyeatpanded public awareness and
acceptance of the benefits over a period of years.

One way that Mississippi could phase in costs efioee, would be to modulate its
investments in outreach, keeping them minimal nyegears as policies and procedures
are developed, then expanding them in future yaselditional funding becomes
available. It would of course be necessary tohitih a way that does not undercut
general public acceptance of making the investnmenniversally financed ECE.
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Current ECE Subsidy Copayment Schedule for Mississi  ppi
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Round 1: Proposed ECE Subsidy Co-Payment Schedule  for Mississippi
120% Covering 75 Percent of Families*
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* Covering 75% of families involves extending benefits to families with 3.2 times the federal poverty level. For this chart, we use the federal poverty level for a family
of four to determine the relationship between the government reimbursement rate and the household income.
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Round 1: Proposed ECE Subsidy Co-Payment Schedules for Mississippi
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SALARIES AND CHARACTERISTICS OF SELECTED OCCUPATION S REQUIRING A BACHELOR'S DEGREE, 2001 - Mississippi

Prepared by Human Services Policy Center, Universit

y of Washington. October 2003

BSW minimum;MSW for Help people function the best way in
clinical practice; many P peop > best way

Social workers health/ | health . their env't; deal w/ relationshipp &

eat_ menta ea!t Settl_ngs solve family & personal
require MSW (Child-Family- problems.School social workers
School vs. Med'l-Public diagnose students problems and  [Human service workers and
Health Social Workers) 28,130 - 33,070 13.19 - 15.18Jarrange needed services assistants
Lo . Plan food and nutrition

BA $ 36,420 16.73 |preparation/serving of meals Nurses

Recreational therapists Provide treatment services and

recreation activities to individuals  |[Occupational therapist,physical
BA;certification $ 26,140 12.62 |w/disabilities,illnesses. therapist
. o . Perform complex

Medical and clinical technologists chemical, biological,microspcopic,etc

BA med.tech or life sciences | $ 36,620 17.03 |tests. Science technicians,food testers
. public schools require BA, Introduce children to

Teachers. Kindergarten approved teacher education numbers,language, science and  [Pre-school teachers and
program, and licensed $ 30,110 $ 20.57|social studies childcare workers, social workers
public schools require BA, Introduce children to

Teachers,Elementary approved teacher education numbers,language, science and Pre-school teachers and
program, and licensed $ 31,110 $ 21.25|social studies childcare workers, social workers

* Hourly equivalents computed at 183 dyas per year, 8 hours per day. 1464 hours

Sources: U.S. Dept. of Labor, Bureau of Labor Statistics, Occupational Outlook Handbook 1998; Occupational Employment Survey 2001
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